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Learning to swim in the pool before surfing in the 
sea: a study of local innovation experimentation 

1  Research problem 

This study is designed to examine a noticeable phenomenon: “local innovation 
experimentation”. The local innovation experimentation (hereafter: LIE) refers to a 
strategic innovation process that a focal firm and its key partners test the feasibility of 
innovative products (services/processes) in local small-scale societies to make them 
mature enough to enter the mass societies. For instance, a big company and ten partners 
work to experiment with new hydrogen-electric solutions in interested local communities 
(Mahmoud-Jouini and Charue-Duboc, 2017). The LIE’s focus on real-world feedback from 
a wider range of local ecosystem actors goes beyond in-house experimentation executed 
within the origination boundaries (Thomke, 2003). Moreover, LIE is different from 
conventional marketing Beta test, as LIE focuses not only on innovations’ economic and 
coopetitive environment (customer preference and competitors’ reaction), but also on their 
social and political environment (regulatory compliance and societal fitness) (Piller and 
Susumu, 2006). 

        However, it is problematic for focal firms to achieve a high-level performance of LIE, 
due to three typical challenges. First, the challenge of partner instability suggests that focal 
firms feel difficult to align key partners’ expectations and commitment as the proposed 
innovations just have no guaranteed success. Second, the challenge of feedback ambiguity 
suggests real-world feedback from local ecosystem actors is multidimensional and 
intertwined, entailing focal firms’ excellent information processing capability. Third, the 
challenge of problem complexity suggests that different problems that emerged from 
experimentation activities are usually uncertain. This challenge requires focal firms to be 
competent problem solver to effectively make trade-offs between different dimensions of 
the proposed innovations.  

2 Current understanding 

An increasing number of studies revealed that the high-level performance of LIE associates 
closely with the emergence of full-fledged innovation ecosystems (e.g., Mahmoud-Jouini 
and Charue-Duboc, 2017). A full-fledged innovation ecosystem suggests that all 
ecosystems actors are in their position to contribute to the proposed innovations, and 
therefore co-evolve toward the shared visions (Adner, 2012). Based on discussions in the 
current literature, viewing the LIE from the innovation ecosystem perspective is 
reasonable. First, the target innovations are systemic and complex innovations. Their 
successes require complementary resources from cross-domain collaborators. Second, 
focal firms and partners carry out LIE in order to map out the innovation ecosystem 
boundary. The innovation ecosystem boundary includes for example actor structures (who 
are direct and indirect value contributors), actor dynamics (who in the future will impose 
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restricting/enabling effects on innovation success), and ecosystem-specific interaction 
relationships (who affects who). Third, focal firms and partners position LIE-related 
activities in small-scale locations (e.g., college campuses, hospitals, specific urban 
districts). Doing so has dual goals. They could leverage local knowledge providers to 
empower the development of innovations; besides, the spatial regions are on a small scale 
so that they have enough time and attention to monitor innovation development’s real 
conditions. More importantly, it incurs little costs for experimenters involved in LIE when 
they failed specific innovation purposes. 

3 Research question 

Although scholars present empirical understandings of the relation of LIE to the innovation 
ecosystems emergence, the knowledge on what leads to the high performance of LIE 
remains under-investigated.  

        Current ecosystems literature has pointed out that the emergence and growth of 
innovation ecosystems depend primarily on focal firms’ dynamic capabilities (Feng et al., 
2019; Lütjen et al., 2019). It is arguably to say that focal firms’ dynamic capabilities also 
play a vital role in the LIE, as it acts as the foundation to the emergence of the innovation 
ecosystem. Hence, we ask: what organizational dynamic capabilities can lead focal firms 
to have a high performance of the LIE? 

        To address this research question, we adopted the dynamic managerial capability 
framework promoted by Adner and Helfat (2003). We hypothesize that focal firms’ three 
key capabilities, that is, metacognitive capability (top managers’ cognition), networking 
capability (top managers’ social capital), and learning agility (top managers’ human 
capital), are associated with a high performance of LIE. Besides, we consider that the 
localized innovation supports (namely, consultancy services, networking opportunities, 
and innovation facilities), which represent available resources offered by geographically 
adjacent third-parties, might exert contingent effects on the relationships between 
capabilities and the performance of LIE. 

4 Research design 

Data collection. Our survey-based data based on 111 respondents from two innovation-
oriented platforms located in Beijing, China.  

Measurement of key variables. Based on the prior literature, three capabilities and three 
localized innovation supports are measured as reflective variables. Drawing on Thomke 
(2003), actor variety, close to real-life, and multiple feedback are fundamental to the LIE. 
As such, LIE is measured as a three-item formative variable. We included nine controls in 
the model. 

Analysis. Survey-based data were analysed with the structural equation method of 
Partial Least Squares (PLS). PLS data analysis technique has advantages in processing 
simultaneously latent reflective and formative variables, samples in small size, and less 
distributional assumptions. 
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5 Findings 

PLS-SEM results indicate that focal firms with greater metacognitive capability, 
networking capability, and learning agility have a high-level performance of LIE. Besides, 
(1) frequent attending local networking events and networking capability, (2) frequent use 
of innovation facilities and learning agility, interact in their positive effects on, and 
therefore result in, the higher-level performance of the LIE.  

6 Contribution 

This study makes two major contributions to the existing literature. The first major 
contribution is an integration of the dynamic capabilities perceptive into the development 
of complex and systemic innovations. Compared to other types of innovations, complex 
and systemic innovations contain multiple uncertainties, the development and final success 
require different types (as opposed to single types) and non-generic (as opposed to generic) 
capabilities. Thus, our research lends empirical support that the managerial dynamic 
capabilities framework provides an appropriate lens to examine the strategic innovation 
process. Future studies are suggested to pay more attention to the higher-order, more 
strategic dynamic capabilities to unveil the antecedents of strategic innovation process 
phenomena similar to the LIE we studied. 

The second contribution comes down to the theoretical addition of the cross-level 
mechanisms that underlie the very early stage of an innovation ecosystem. An increasing 
body of literature takes a cross-level perspective to examine how focal firms’ dynamic 
capabilities (Feng et al., 2019; Lütjen et al., 2019) act on the emergence and growth of an 
innovation ecosystem (at the system level). Expanding on this cross-level perspective, our 
research highlights that focal firms’ dynamic capabilities impact the LIE in the first place. 
These results make our research depart from the current theorization, directly linking 
dynamic capabilities and the emergence of an innovation ecosystem. In this way, we 
answer recent calls for more nuanced insights into understanding how an innovation 
ecosystem emerges at all (Thomas and Autio, 2020). Also, our study examined another 
dimension of the cross-level mechanisms. Systemic innovation supports in an innovation 
region (system level) significantly impact the capabilities-LIE relationships (firm-level). 
Hence, it seems that to understand the system phenomenon of innovation ecosystem 
emergence fully, future work in their research designs should take a multi-level view to 
examine simultaneously the ecosystem-related factors at the system (even other higher) as 
well as the firm (or lower) levels.   

7 Practical implications 

This study has two managerial implications. Top managers of focal firms should 
continuously improve the TMT members’ portfolio to ensure that focal firms - especially 
small firms and new ventures - a possession of sufficient cognition, social capital, and 
human capital, which are further converted into three LIE-related capabilities. 
Furthermore, considering managers’ metacognition's trained nature, focal firms must 
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invest in specially-designed training courses so that managers’ cognitive habits, 
preferences, and drawbacks could be shaped to avoid big strategic errors in decision-
making.  

        Second, the superior absorptive capacity transforms regional innovation resources 
into organization-level and even ecosystem-level advantages. Our research results 
highlight that the LIE’s performance is contingent on the combination of organizational 
capabilities and the regional innovation supports/ resources. Yet the complementary effects 
between capabilities and regional resources do not take place autonomously. Instead, it is 
expected that managers should take the initiative to recognize, acquire, and transform 
diverse innovation resources around their local environments.  
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